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Board of Supervisors

County of Sonoma

Russian River County Sanitation District
Santa Rosa, California

We have audited the accompanying basic financial statements of the Russian River County Sanifation
Distriet {the "District”), a component unit of the County of Sonoma, as of and for the vear ended June 30,
2006. These basic financial statements are the responsibility of the District's management. Qur rgaponszbii]{}
is to express an opinion on these basic fmancial statements based on our audit,

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America, and the standards applicable to financial audiis contained in Government Auditing Standards, issued
by the Comptroller General of the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on & test basis, evidence supporting the amounts and disclosures in the basic
financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We
belicve that our audit provides a reasonable basis for our opinion.

In our opinion, the basic financial statements referred 10 above present fairly, in all material respects, the
financial position of the District as of June 30, 2006, and the results of its operations and cash flows for the
year then ended in conformity with accounting principies generally accepted in the United States of America.

In accordance with Governmeni Auditing Standards, we have also issued our report dated September 13,
2006, on our consideration of the District's internal control over financial reporting and our tesis of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters.
'The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the result of that testing, and not to provide an opinion on internal control over financial
reporting or on compliance. That report is an integral part of an audil performed in accordance with
Government Auditing Standards and should be considered in assessing the results of our audit,

The Management's Discussion and Analysis ("MD&A™) on pages 2 - 9 is not a required part of the basic
financial statements but is supplementary information required by accouniing principles generally accepted
in the United States of America. We have applied certain limited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the MD&A. However,
we did not audit the information and express noe opinion on it

Santa Resa, California
September 15, 2006
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Russian River County Sanitation District

PRELIMIN ARY DRAFT
cresiOn PURPOSES ONLY Management's Discussion and Analysis

SUBJECT TO CHANGRE

Year Ended June 38, 2006

As management of the Russian River County Samitation District {the "District"), we offer readers of the
Distriet’s financial statements this narrative overview and analysis of the financial activities of the District
for the fiscal year ended June 30, 2006. We encourage readers to consider the information presented here in
conjunction with the District's financial statements {(pages 10 - 14) and the accompanying notes to the
financial statements {pages 15 - 27).

Reporting Enfity
The Russian River County Sanifation District is managed by the Sonoma County Water Agency (the "Water
Agency"y which provides adminisiration, engineering, operational and maintenance services. The Distriet is
governed by a Board of Directors, which is the County of Sonoma Board of Supervisors. The District is
considered an integral part of the County of Sonoma's reporting entity, resulting in the District’s fmcm(,ml
staterpents being included in the Counly's annual financial staterents,
Please refer to the reporting entity definition within the notes to the financial statements for additional detail.
Financial Highlights
Ner Assets
The assets of the District exceeded its liabilities at the close of the most recent fiscal year by $26,077,822
(nef assets). Of this amount, $3,414,524 (unrestricted net assets) may be used 1o meet the District's ongoing
obligations to citizens and creditors.
Kevenues

I'he District recognized total revenues of $3,135,942 during fiscal year 2005/06. Of this amount, $2,728,759
consists of charges for services {operating revenues), and $407,184 of non-operating revenues consisting of
investment earnings, property taxes, connection fees, and intergovernmental revenue,
Lxpenses
The District incurred expenses (otaling $2,817,800 during fiscal year 2005/06. Of this amount $2,728,130
represents operating expenses related to the collection, {reatment, disposal, and reclamation of effluent, as
well as administrative and general expenses. The non-operating expenses total $89,670 which is comprised
of interest expense related to debt obligation.

Increase in Net Asseis

‘The District recerded operating income of $629 for fiscal year 2005/06. The District recognized an overall
increase mn nel assets of $318,143,
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Year Ended June 30, 2006

Overview of the Finaneial Statements

This discussion and analysis is intended to serve as an introduction to the Distriet's financial statements, The
District’s financial statements are comprised of three components: 1} Management's Discussion and
Analysis, 2) financial staternents, and 3) notes to the financial statements.

Management's Discussion and Analysis

The Management's Discussion and Analysis is intended to provide the narrative overview that users need to
interpret the financial statements. Management's Discussion and Analysis also provides analysis of some key
data presented in the financial statements.

Financial Statements

The District is engaged only in business-type activities, The District accounts for its financial activity
utilizing fund accounting, specifically enterprise fund accounting, 1o ensure and demonstrate compliance
with finance-related legal requirements. An enterprise fund is a proprietary fund type used to report activities
for which a fee is charged to external customers for goods or services provided. The focus of an enterprise
fund is the determination of operating income, changes in net agsets (or cost recovery), financial position,
and cash flow. The financial statements presented are the statement of net assets; the stutement of revenues,
expenses, and changes in net assets; and the statement of cash flows.

The notes to the financial statements provide additional information that is essential to a full understanding
of the data provided in the linancial statemenis. The notes to the financial statements can be found on pages
15 -27.

Financial Analysis

Net assets may serve over time as a useful indicator of a District's financial position. In the case of the
District, asscts exceeded liabilities by $26,077,822 at the close of the most recent fiscal vear compared to net
assets 01 $25,759,679 at June 30, 2005,

The largest portion of the District's net assets (84.8% for fiscal vear 2005/06 compared to 86.3% for
2004/05) reflects its investment in capital assets (e.g., land and buildings), less any related debt used to
acquire those assets that is still outstanding. The District uses these capifal assets to provide services to
citizens; consequently, these assets are not available for future spending. Although the District's investment
in itg capital assets is reported net of refated debt, it should be noted that the resources needed to repay this
debl must be provided from other sources, since the capital assets themselves cannot be used to Hguidate
these liabilites.



Russian River County Sanitation District

Management's Discussion and Analysis

Year Ended June 30, 2006

Financial Analysis (continued)

Net Assets

June 30, June 30, Percenlage
2005 2006 Change

Current and other assets 5 3,693,920 § 4,119,839 11y %
Capital assets 28,652,372 28,195,419 (1.6) %
Total Assels 32,346,202 32,315,258 0.1 %
Current liabilities 286,664 426,175 48.7 %
Non-cwrrent Habilities 6,299,949 5811,261 {7.73)%
Total Liabilities 6,386,613 6,237,436 {5.3) %
Invested in capital assets net of related debt 22,231,423 22123625 (0.5 %
Restricted for debt service 477,861 539373 129 %
Unrestricted 3,050,395 3,414,524 11.9 %
Total Net Assets $ 25,759,679 $26,077,822 1.2 9%

A portion of the District's net assets, $539,373 (2.1%) for 2005/06 and $477,861 (1.9%) for 2004/05,
represents resources that are subject to external restrictions on how they may be used. The remaining
balance of unrestricted net assets of $3.414,524 for fiscal year 2006 and $3,050,395 for fiscal vear 2005 may
be used to meet the District's ongoing obligations to citizens and creditors.

At the end of the current fiscal year, the District is able to report positive balances in all caiegories of net

assets,

Changes in Net Assets

For the Years Ended

June 30, June 30, Percentage
2005 2006 Change
Revenues:
Program revenues
Operating revenues $ 2,562,668 § 2,728.75¢ 6.5 %
General revenues
Property taxes 155,704 183,189 17.7 %
Investment earnings 73,418 146,228 99.2 %
Intergovernmental 24 24 0.0 %
Contributions - connection fees 39,624 77,743 94.7 %
Total revenues 2,831,738 3,135,943 107 %
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Financial Analysis (continued)

Changes in Net Assets (continued) For the Years Hnded
June 30, June 30, Percentage
2003 2006 Change
Expenses
Services and supplies 1,729,973 1,863,301 7.8 %
Fiscal agent/legal services 3.347 2,839 (15.2)%
Prepreciation/amortization 894,783 859,990 (4.1)%
Interest expense _ 63,230 89,670 41.8 %
Total expenses 2,693,333 2,817 80 4.6 %
Increase in net assets 138,403 318,143 1299 %
Net assets at beginning of vear 25,621,274 25,759,679 0.5 %
Net asseis at end of year $£25759.670 326,077,822 1.2 %

The District’s net asscts increased by $318,143 during fiscal year 2005/06 compared to an increase of
$138,405 during fiscal year 2004/05. The liscal year 2005/06 increase is due primarily to increases in
charges for services ($166,0913, investment earnings (372,810} and connection fees (337,819}, In addition,
total expenses incurred by the District increased by $124,467 over the previous fiscal year due primarily to
New Year's flood related expenses. These were offset by significant savings in utility expenses incurred by
the District.

Expenses and Reveniies

$3.200.000 1
§3.500.000
$3.000.500
§2.900,000
$2.500.000
$2.700.000
$2.600.600
$2.500,000
$7.400,000 £

4

i

I Expenses

n

# Revenues

i

2004/05 2005/08

Total revenues of the District for fiscal year 2005/06 totaled $3,135,943 representing an increase of
$304,205 from the preceding fiscal year revenues of $2,831,738. The rate based charges for services,
representing 87.0% of the District's total revenue, incressed by $166,091 (6.3%); property laxes,
representing 5.8% of the District’s total revenue, increased by $27,485; connection fees, representing 2.5%
of the Disirict’s total revenue, increased by $37,819. Invesiment carnings improved from the preceding year
by §72.810, The combined effect of these occurrences s an overall inerease in revenues of 10.7%.



PRELIMINARY DRAJ
FOR DISCUSSION PURPOSES (}NLY

SUBJECT TO CHANGE Managcmcnt‘s Discussion and Analysis

Russian River County Sanitation District

Year Ended June 30, 20006

Financial Analvsis {coniinued)
Expenses and Revenues {continued)

Total expenses for the District increased by $124,467 to $2,817,800 for fiscal year 2005/06. Interest expense
increased $26,440 (41.8%), while depreciation/amortization expenses decreased $36,793 (4.1%). Ulilities
expenses decreased significantly for the District during 2005-06 due to its participation in the Power and
Water Resource Pooling Autherity which provided the District power during the vear. These savings were
offset by additional costs related to the New Year's floods resulting in an overall increase in expenses of
4.6%

Revenues by Source

3.8% 4.7%
: 2.5%

E Property taxes
investment earnings

O Connection fees

ICharges for services

87.0%

As previously mentioned, tofal revenues coliccted by the District for 2005/06 totaled $3,135,943, Of this
amount 52,728,759 or 87.0%, was generated through charges for services. Charges for services represent
sewer services charges {o cover operations and maintenance costs, which are initially collected through the
permitting process, then subsequently through the tax rolls. Connection fees, which accounted for 2.5% of
Lhc annual revenue, are also collected through the permiiting process. Property tax revenues accounted for

3.8% of the annual revenues, and are collected through the tax rolis to satisfy debt service requirements.
Investment carnings represent 4.7% of revenues and consist of earnings on pooled cash held with the
Sonoma County Ircdsurcr‘

Expenses by Funciion

interest

30.5%
i Depreciation

[ Services and supplies

otal expenses for the District for fiscal vear 2005/06 totaled $2,817,800. Costs associated with the
:,{)lic,u.mn, treatment, and dihp{)&.ai of effiuent represent 66.3% of the District's costs. The next largest
functional area is the annual depreciation expense on capital assets and represents $859,990 {30.5%) of total
expenses. Interest expense tolaling $89,670 (3.2%) represents the cost of meeting current debt service
obligations.
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Year Ended June 30, 2006

Capital Asset and Debt Administration

Capital assets

The District's investment in capital assets as of June 36, 2006, amounts to $28,195,419 (net of accumulated
depreciation}. This investment in capital assets inchudes land, buildings and systems, improvements, and
consiruction in progress,

Major capital asset events during the current fiscal year included the following:

*  Third unit processes project - (completed) - to increase the reliability of the freatment plant during
wel weather conditions per directive of the North Coast Regional Water Quality Control Board.

Russian River County Sanitation District’s Capital Assets

June 30, June 30, Percentage

2005 2006 Change
Land § 223,833 $ 223,833 0.0 %
Buildings and improvements 38,793,684 43 859 260 13.1 %
Construciion in progress 3,036,953 374414 {92.6)%
Accumulated depreciation {15,402,098) (16,262 0&8) 5.6 %
Total 528,652,372 528,195,416 (1.6)%

Additional mformation on the District’s capital assets can be found in Note D on pages 22 and 23 of the
financial statement footnotes.

Long-term debt

At the end of the current fiscal year, the District had a total of $6,071,494 in outstanding debt consisting
of general obligation bonds, revenue bonds, and advances from other governments. Of this amount,
$1,520,000 comprises debt backed by the full faith and credit of the District, $1,185,000 which are
special obligations of the District payable solely from net revenues of District operations, and $3,366,494
is related to advances from the State Water Resources Control Board and the County of Sonoma.

Russian River County Sanitation District's Owistanding Current and Long Term Debi

June 30, June 30, Percentage

2003 2006 Change
(eneral obligation bonds $ 1,610,000 $ 1,520,000 (3.6)%
Revenue bonds 1,240,000 1,185,600 (4.4)%
Advances/due to other governmenis 3570 949 3,366,494 (5.77%
Total $6,42(,949 $ 6,071,494 54)%

‘The Distriet’s total debt decrcased by $349.455 during the current fiscal year.
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Management's Discussion and Analysis

Year Ended June 30, 2006

Capital Asset and Debt Administration (continued)
Russian River Couniy Sanitation District's Outstanding Current and Long Term Debt (continued)

Advances/duc to other governments decreased by $204,455 (5.7%) due to annual repayments of existing
advances to the County of Sonoma ($66,000) and the State Water Rescurces Control Board ($138,455),

‘The general obligation and revenue bond balance decreases are refated to the annual required payments.

Additional information on the District’s current and long-term debt can be found in Notes ¥ and G on pages
23 - 23 of this report.

Next Year's Badget and Rates

Budgeted gross expenditures for the District for fiscal year 2006/07 have decreased by $1,404,194 (18.6%)
for a total of $6,144,341. The major component of the reduction in budget expenditures is related to
significantly lower anticipated capital expenditures due to the completion of capital projects during the

cuirent year.

Following 1s a comparison of final 2005/06 and propesed 2006/07 budgeted expenditures for the District:

Increase Percentage

2005700 2006/07 {Decrease) Change
Operations $3,520,107  § 4,216,594 % 696,487 10.8 9%
Bebt Service - General Obligation Bonds 80,552 76,052 (4,500) (5.6)%
Diebt Service - Revenue Bonds 62,000 59,250 (2,750 {4.4)%
Construction 3,885,876 1,792,445 (2,093,431) (53.9)%
$7,548,535 § 6,144,341  § (1,404,194) {18.6)%

NOGTE: Budgeted expenditures for fiscal year 2005/06 differ in several instances from the budgeted
expenditures presented in the audited basic financial statements issued for the period ending June 30, 2005,
These variances are due to Board approved budgetary adjustments made subsequent to the publication of the
2004705 audited basic financial statements.

The sewer service {ees were increased for the 2006 - 2007 budget year. The rates were increased by 6.0 %.
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Russian River County Sanitation District

Management's Discussion and Analysis
-

Year Ended June 30, 2006

Next Year's Budget and Rates (continued)

The following table shows the sanitation services rates and equivalent single dwellings for the District:

Percentage
2005/06 2006/07 Change
Rate per Equivalent Single-Family Dwelling $ 86l § 913 6.0 %
Number of Equivalent Single-Family Dwellings by District 3,152 3,167 0.48 %

Request for Additional Information:

This financial report is designed to provide a general overview of the District’s finances for all those with an
interest in the District's finances, Questions concerning any of the information provided in this report or
requests for additional financial information should be addressed to the Sonoma County Auditor-Controller's
Office, ATEN. Fiscal Division, 585 Fiscal Drive, Room [01F, Santa Rosa, CA 95403,
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Russian River County Sanitation District

Statement of Net Assets

June 30, 2006

Assets
Current assels
Cash and equivalents

$ 3,170,464

Accounis receivable 248,343
Prepaid expenses 41,814
(Other receivables 14,548
Total current assets 3475169
Noencurrent assets
Resiricted cash, cash equivalents, and investments: :
Cash - general obligation bond fund 120,335
Cash - revenue bond fund 433,650
Total restricted assets 554,183
Other receivables 90,485
Capital assets:
Land 223833
Buildings and improvements 43,859,260
Construction in progress 374,414
Less: accumulated depreciation {16,262,088)

Total capital assets
(net of accumulated depreciation)

28,195,419

Total noncurrent assets

28,840,089

Total assets

§ 32315258

See accompanying Notes to Basic Financial Statements
10



Russian River County Sanitation District

o s Statement of Net Assets (continued)
ORD o
SUBIE

June 39, 2000

Liabilities
Current liabilities payable from unrestricted assets
Accounts payable and accrued expenses 5 104,254
Due to other governments 134,233
Dug to other related governments 66,000
Accrued interest payable 46,876
Total current Liabilities payable [rom unrestricted assets 351,363

Current liabilities payvable from restricted assets

Revenue bonds payable : : : 60,000
Accrued interest payable 14,812
Total current Liabilities payable from restricted assets 74,812
Total current liabilities 426,175

Noncurrent liabilities

General obligation bonds payable 1,520,000
Revenue bonds payable 1,125,060
Advances from other governments 3,080,108
Advances {rom other related governments 86,153
Total noncurrent liabilities 5,811,261
Total Iiabilities 6,237,436

Net assets

Invested in capital assets, net of related debt 22,123,925
Restricted for debt service 539,373
Unrestricted 3.414,524
Total net assets § 0 26,077,822
See accompanying Notes to Basic Financial Statements



Russian River County Sanitation District

21018 Statement of Revenues, Expenses and Changes in Net Assets

For the Year Ended June 30, 2006

Operating revenues

IFlat charges 5 2,688,850
Charges for services 24,539
Other 15,330

Total operating revenues 2,728,759

(perating expensces

Services and supplies 1,865,301
Fiscal agent fees and legal services 2,839
Depreciation : : 859,990
Total operating expenses 2,728,130
Operating income 629

Nonoperating revenues {expenses)

Investment income 146,228
Interest expense {85,670)
Intergovernmental 24
Property taxes 183,189
Net nonoperating revenues 239,71
Net income before contributions and transfers 240,400

Capital contribution:

Connection fees 77,743
Increase in net assets 318,143
Net assets at beginning of vear 25,759,679
Net assets at end of yvear b 26,077,822

See accompanying Notes to Basic Financial Statements
12
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Russian River County Sanitation District

o b N Statement of Cash Flows

For the Year Ended June 30, 2006

Cash flows from operating activities

Receipts from customers 3 2,717,631
Payments for intergovernmental services used {1,649.790)
Payments to suppliers (241,642)
Net cash provided by operating activities §26,499
Cash flews from noncapital financing activities
Faxes 183,213
Net cash provided by noncapital financing activities 183,213
Cash flows from capital and related financing activities
Purchase of capital assets (292,318)
Principal payments - other governments {138,453)
Principal payments - bonds {145,000)
Principal payments - advances {66,000)
interest paid on capital debt (218,637)
Connection fees 102,269
Net cash used in capiial and related financing activities {758,141
Cash flows from investing activities
Interest received on pooled cash and investments 146,292
Net increase in cash and cash equivalents 397,863
Cash and cash cquivalents at beginning of vear 3,326,786
Cash and cash equivalents at end of year S 3,724,649
Cash and cash equivalents include the following:
Cash and cash equivalents $ 3,170,464
Restricted cash and cash equivalents 554,185
$ 3,724,649

See accompanying Notes to Basic Financial Statements

13
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Russian River County Sanitation District

Statement of Cash Flows (continued)

For the Year Ended June 30, 2000

Reconciliation of operating income to net cash
provided by operating activities:
Operating income
Adjustments to reconcile operating income to net cash
provided by operating activities:
Pepreciation cxpense
Change in assets and liabilities:
Increase in accounts receivable
Increase in prepaid expenscs

{ncrease in accounts payable and accrued expenscs

859,990

(10,830)
(41,814)

Net cash provided by operating activities

18,524

\ 826,499

Nencash investing, capital and financing activities:

Net decrease in fair value of investment in
County Treasurer's pooled cash

$ 652

See accompanying Notes 1o Basic Financial Statements

14



FOR EESCUSS’A{}?‘E_ CE Russian River County Sanitation District

Notes to Basic Financial Statements

Year Ended June 30, 20006

The notes to the basic financial statements include a summary of significant accounting policies and other
notes considered essential to fully disciose and fairly present the transactions and financial position of
Russian River County Sanitation District as follows:

Note A, Defining the Financial Reporting Entity

Note B.  Summary of Significant Accounting Policies

Note C.  Cash and Investments

Note . Capital Assets

Note E.  Due to Other Governments

Note ¥.  Intergovernmental Accounts

Note G, Long-Term Obligations

Note H. Accrued Interest Payable

Notel.  Related Party Fransactions

Note . Commitments and Contingencies

Note K. Recent Governmential Accounting Standards
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Russian River County Sanitation District

Year Ended June 30, 2086

Note A,

Nete B,

Defining the Financial Reporting Entity

The Russian River County Sanitation District (the "District”) is managed by the Sonoma
County Water Agency (the "Water Agency"), which provides engineering, administration,
operational, and maintenance services, The Disirict is responsible for maintaining and
operating the local sanitation collection systems, pump stations, and freatment plants. The
Pistrict has an ordinance defining policies, including user fees.

Component Unit Reporting

The District is governed by the Board of Supervisors ("Board of Supervisors™) of the County
of Sonoma (the "County™). The exercise of this oversight responsibilify causes the District 1o
be an integral part of the County of Sonoma's reporting entity, Therelore, the District's
financial statements have also been included in the County's annual financial statements.

There are no other organizations or agencies whose basic financial statements shouid be
combined and presented with these basic financial statements.

Summary of Significant Accounting Policies

‘The District conforms 1o accounting principles generally accepted in the United States of
America {"GAAP") as applicable to governmental units. A summary of significant accounting
policies is included below:

Government-wide and Fund Financial Statemenis

The government-wide financial statements (1.¢., the statement of net assels and the statement
of revenues, expenses and changes in net assets) display information on the District as a whole.
These financial statements include the financial activities of the District’s nonfiduciary
activities. The District does not have any activitics that are considered government-type or
fiduciary activities. The statement of net assets presents the financial condition of the business
aciivities of the District at vear end.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The District uses a proprietary {enterprise) {und to account for its activities. Proprictary funds
are used o account for operations that are {a) financed and operated in a manner similar 1o
private business enterprises where the intent of the governing body ig that the cost (expenses,
including depreciation) of providing goods or services to the general public on a continuing
basis be financed or recovered primarily through user charges; or (b) where the goveming
body has decided that periodic deternination of revenues carned, expenses incurred, and/or net
income is appropriate for capital maintenance, public policy, management conirol,
accountability, or other purposes.

i6
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Notes to Basic Financial Statements

Year Ended June 30, 2606

Note B,

Summary of Significant Accounting Policies (continued)
Measurement Focus, Basis of Accounting, and Financial Statement Presentation {continued)

The District's financial statements are reported using the economic resources measurement

Jocus and the accrual basis of accounting. All assets and Habilities associated with the

operation of the District are included on the statement of net assefs. Revenues are recorded
when earned and expenses are recorded when a liability is incurred, regardless of the timing of
refated cash flows. Property taxes are recognized as revenues in the year for which they are
levied. Grants and similar items are recognized as revenue as soon as all cligibility
requirements imposed by the provider have been met.

The District has elected under Governmental Accounting Standards Board ("GASB™
Statemnent No. 20, Accounting and Financial Reporting for Proprietary Funds and Other
Governmental Entities That Use Proprietary Fund Accounting, to apply all applicable GASB
pronouncerments as well as any applicable pronouncement of the Financial Accounting
Standards Board or any Accounting Research Bulletins issued on or before November 20,
1989 unless those pronouncements conflict with or contradict GASB pronouncements. The
GASB periodically updates its codification of the existing Governmental Accounting and
Financial Reporting Standards which, along with subsequent GASB  pronouncements
{Statements and Interpretations), constituies GAAP {or governmental units.

Proprietary funds distinguish operating revenues and expenses from nonoperating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund's principal ongoing operations. The
principai operating revenues of the District are charges for services. Operating expenses for the
District include expenses relating fo the collection, treatment, disposal, and reclamation of
eftluent as well as administrative expenses and depreciation on capital assets. All revenues and
expenses not mecting this definition are reported as nonoperating revenues and expenses,

Cash and Invesiments

The Dastrict’s cash and investments are pooled with the Sonoma County Treasurer. The
Sonoma County Treasurer also acts as a disbursing agent for the District. The fair value of the
investments in the pool 15 determined guarterly. Realized and unrealized gains or losses and
interest carmned on pooled investments are allocated quarterly 1o the District based on its
respective average daily balance {or that quarter in the County Treasury Investment Pool (the
"Treasury Pool™), an external investment pool.

‘the District applies the provisions of GASB Statement No. 31, Accounting and Financial
Reporting  for Certain  Investments  and  External  Investment Pools, which requires
governmental entities to report certain investments at fair value in the statement of net assets
and recognize the corresponding change in the fair value of investments in the year in which
the change cccurred. In accordance with GASB Statement No. 31, the District has stated
certain Treasury Pool investments at fair value.
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Russian River County Sanitation District

Year Ended June 30, 2006

Note B. Summary of Significant Accounting Policies (continued)
Cash and Investments {continued)

The District applies the provisions of GASB Statement No., 40, Deposit and Investment Risk
Disclosures - an amendment to GASB Statement No. 3, which requires governmental entitics
to provide proper disclosures on common deposit and investment risk related to credit risk,
interest rate risk and foreign currency risk. In accordance with GASB Statement No. 40, the
District has made such disclosure,

For purposes of the statement of cash flows, the District considers ail pooled cash and
investments as cash and cash equivalents because the Treasury Pool is used as a demand
deposit account. Restricted cash and invesiments with a maturity of three months or less when
purchased are also treated as cash and cash eguivalents.

Aceounis and Other Receivables

Accounts receivable consists of uncollected fees for sanitation services and flat charpes at
June 30, 2006. Thesc fiat charges are estabiished annually by the Board of Supervisors and
bifled through the County's property tax system. Other receivables include amounts to be
collected for connection fees related to Russian River Ordinance #39. The Ordinance #39
receivables have fifteen vear lives with an interest rate of 5%.

Prepaid Ixpenses

Prepaid expenses represent payments made to vendors for services that will benetit periods
bevond June 30, 2006,

Restricted Assers

Restricted assets represent cash, investments and receivables maintained in accordance with
bond resolutions and formal actions of the Board of Supervisors or by agreement, for the
purpose of funding certain debt service payments, rebate programs and improvements and
extensions to the wastewater treatment systems.

Cuapital Assets

Capital assets are stated at cost or estimated historical cost. Capital assets are defined by the
government as assets with an initial, individual cost of more than $5,000 and an estimated
useful life in excess of one vear. Depreciation has been provided, exciuding land, using the
straighi-line method over estimated lives ranging from 3 (o 50 vears, Useflul lives ol machinery
and equipment arc generally estimated 1o be 3 o 15 years. Buildings and improvements are
generally estimated to have useful lives ranging from 30 to 50 years.

The costs of normal maintenance and repairs that do not add to the value of the asset or
materially extend asset lives, are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed.
Interest incwrred during the construction phase of capital assets is included as part of the
capitalized value of the assets constructed.
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Year Ended June 30, 2006

Note B.

Summary of Significant Accounting Policies (continued)
Net Assets

Net assets represent the difference between assets and liabilities. Net assets invested in capital
assets, net of related debt, consists of capital assets, net of accumulated depreciation, reduced
by the outstanding balances of any borrowings used for the acquisition, construction or
improvement of those assets. Net assets are reported as restricted when there are limitations
imposed on their use, either through enabling legislation adopted or through external
restrictions imposed by creditors, grantors or laws or regulation of other governments. The
District applies restricted resources first when an expense is incurred for purposes for which
both restricted and unrestricted net assets are available,

Budger and Budgetary Accounting

The Board of Supervisors adepts a budget annually to be effective July 17 for the ensuing
fiscal year for all governmental and proprietary fund types within the jurisdiction of Sonoma
County. The general manager of the Water Agency 1s authorized to transfer budgeted amounts
within the District except {or transfers between the major expense classes or transfers between
capital assets and operating expenses. Such transfers require approval by the County
Admimstrator and/or the Board of Supervisors.

Property Tax Revenue

Property taxes, including tax rates, are regulated by the State and are administered tocally by the
County. The County is responsible for assessing, collecting and distributing property taxes in
accordance with state law. The County is responsibie for the allocation of properly taxes to the
District.

The County has adopted the Teeter Alternative Method of Property Tax Allocation known as the
"Teeter Plan". The State Revenue and Taxation Code allows counties to distribute secured real
property and suppiemental property taxes on an accrual basis resulting in full payment to the
District cach fiscal year. Any subsequent delinquent payments and related penaliies and interest
will revert to Sonoma County.

Property taxes arc recognized as revenue when they are levied. Liens on real property are
established January 1 for the ensuing fiscal year, The property tax is levied as of July 1 on all
taxabic property located in the County. Secured property taxes are due in two egual installments
on Noevember 1 and February 1, and are delinquent afler December 10 and April 10, respeciively,
Additionally, supplemental property taxes arc levied on a pro rata basis when changes in
assessed valuation occur due to sales transactions or the completion of construction. Property tax
collection and valuation information is disctosed in the County of Sonoma's annual financial
statements.
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Note B,

Note C.

Summary of Significant Accounting Policies (continued)
Intergovernmental Transactions

Intergovernmental transactions made during the vear are primarily charges for current services
rendered or facilities provided. These transactions arc recorded as revenues and expenses by
the Distnct.

Use of Estimates

The preparation of [inancial statements requires management to make estimates and
agsumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenditures/expenses during the reporting period. Actual resulis could differ
from those estimates,

Cash and Investments

The District follows the practice of pooling cash and investments with the County Treasurer
except for funds required to be held by outside fiscal agents or trustees under the provisions of
bond indentures and lease agreements. The Treasury Ovwersight Committee has regulatory
oversight for all monies dcposiied into the Treasury Pool.

Interest come eamed on pooled cash and investments is allocated quarterly based on the
average daily balances of the District during the quarter.

Investment Guidelines

The Distriet's pooled cash and investinents are invested pursuant to investment policy guidelines
established by the County Treasurer and approved by the Board of Supervisors. The objectives of
the policy are, in order of priority: safety of capital, Hguidity and maximum rate of return. The
policy addresses the soundness of financial institutions in which the County will deposit funds,
types of mvestmen! instruments as permitted by the California Government Code, and the
percentage of the portfelio that may be invested in certain instrumenis with longer terms to
maturity.

Permitted investiments include the following:

- ULS. Treasury and Federal Agency securities

- Bonds issued by local agencies

- Registered Stale Warrants and Municipal Notes
- Negotiable certificates of deposit

- Bankers' acceptances

- Commercial paper

- Medium-term corporate notes

- Local Ageney Investment Fund (State Pool) demand deposits
- Repurchase agreements

- Reverse repurchase agreements

- Shares of a mutual fund average life

- Collaterahized morigage obligations

- Joint power agreements
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Note C.

Cash and Investments (continued)

Investment Guidelines (continued)

A capy of the County Investment Policy is available upon request from the County Treasurer at
585 Fiscal Drive, Room 100F, Santa Rosa, California, 93403,

Balance Sheet

As of June 30, 2006, the District's investments consisted of $3,724,649 in the Treasury Pool
managed by the County Treasurer, which has a weighted average maturity of less than two vears.
The credit rating and other information regarding the Treasury Pool for the fiscal year 2005-06
are disclosed in the County of Sonoma's 2005-06 Comprehensive Annual Financial Report.

The net decrease in the fair value of the District's investments during fiscal year 2005-06 was
$6352 and is included as an offset to revenue. This amount takes into account all changes in fair
value (including purchases and sales) that occurred during the year. The unrealized loss on
investmenis held at year end amounted to $8,766. The realized gain and loss from securities
matured during the current {iscal year are recognized through the net change in the fair value
of the investment held in the Treasury Pool.

Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair
value of an investment. Generally, the longer the maturity of an invesumnent, the greater the
sensitivity of its fair value to changes in market interest rates. One of the ways that the District
manages its exposure to interest rate risk is by purchasing a combination of shorter term and
fonger term investments, and by timing cash flows from maturities so that 2 portion of the
portfolio is maturing. or coming close 1o maturity, evenly over fime, as necessary, to provide the
cash flow and liquidity needed for operations. All of the District's cash and investments are held
by the Treasury Pool, which has a weighted average maturity of less than two years,

Custodial Credir Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository
fimancial institution, a government will not he able to recover its deposits or will not be able to
recover collateral securities that are in the possession of an outside party. The custodial credit
risk for investments is the risk that, in the event of the [atlure of the counterparty 1o a transaction,
a government will not be able to recover the value of 1ts invesimeni or collateral securities that
are in the possession of another party.

Investments in external investment pools and in open-end mutual funds are not exposed to
custodial credit risk. At June 30, 2006, all of the District’'s investments are in an external
mvesiment pool and are therefore nol exposed o custodial eredit risk.
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Neote C.

Note D).

Cash and Investments (continued)

Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfili its obligation to the
hoider of the investment. This is measured by the assignment of a rating by a nationally
recognized statistical rating organization. The District follows the County's policy to purchase
investments with the minimum ratings required by the California Government Code. The credit
raiing and other information regarding the Treasury pool for the fiscal year 2005-06 are disclosed
in the County of Sonoma's 2005-2006 Comprehensive Annual Financial Report.

Capital Assets

Capital asset activity for the vear ended June 30, 2006 was as follows:

Beginning Ending
Balance Transfers Balance
Tuly 1, and June 30,
2005 Additions Adjustments 2006
Capital assets,
not being depreciated;
[Land § 223833 § - 5 i - $ 223833
Construction
N1 Progress 5,036,653 403,037 {5,065,576) 374,414
Total capital assets,
not being
depreciated 5,260,786 403,037 (5,065,576) 598,247
Capital assets,
being deprectated:
Buildings and
improvements 38,793,684 - 3,065,576 43,859 260
{ess accumulated
depreciation for:
Buildings and
unprovements  {15,402,098) (859,990} - (16,262,088)
Total capital assets,
being depreciated,
net 23,391,386 {859,990 5,065,576 27,597,172
Total capital assets,
net 528,652,372 % (456953 § s - 538,193,419
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Russian River County Sanitation District

Year Ended June 30, 2006

Note B,

Note E.

Note F,

Capital Assets (continued)
DPepreciation expense amounied to $859,990 [or the year ended June 30, 2006,

The total amount of interest capitalized in connection with wastewater treatment facilities
construction projects during the year ended June 30, 2006 amounted to $131,753.

Due to Other Governments

During {iscal year 2004 - 2005, the District received a loan of $3,352,796 from the State Water
Resources Control Board to help fund the third unit processes project. The loan agreement
requires repayment to begin within one vear of the projeet's completion, which oceurred during
March 2006. As of June 30, 2006, the outstanding balance is §3,214,341. The loan is a State
Revolving Loan with current payments of $214,591, payable annually in November. The
expected term is 20 vears at an annual interest rate of 2.5% with the last payment scheduled for
November 2024,

Annual debt service requirements to maturity for this loan are as follows:

Year ending June 30, Principal Interest
2007 $ 134233 $ 80358
2008 137,589 77,002
2009 141,028 73,563
2010 144,554 70,037
2011 148,168 66,423
2012 .- 2016 798,290 274,667
2017 - 2021 903,192 169,765
2022 ..2024 807,287 31,078

$3,214,341 § 862,893

Intergovernmental Accounts

Activity between related governments that are representative of lending/borrowing
arrangements outstanding at the end of the fiscal year are referred to as cither "due to/from
other related governments” (i.e., the current portion of intergovermmenial loans) or "advances
to/from other related governments” (i.e., the non-current portion of intergovernmentat loans).

At June 30, 2006, intergovernmental balances between the District and the County are as
follows: a $66,000 balance owed to the County’s general fund by the District and an $86,153
advance from the County to the Erstrict.

Lo
LY
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Note G.

Long-Term Obligations
General Obligation Ronds

The District issued general obligation bonds to provide funds for the acquisition and
construction of major capital facilities. The original amount of general obligation bonds issued
in prior years was $2,500,000. General obligation bonds are direct obligations and pledge the
full faith and credit of the District. General obligation bonds outstanding at June 30, 2006 were
$1,520,000 with an interest rates ranging from 4% to 5%.

Annual debl service requirements to maturity for general obligation bonds are as follows:

Year ending June 30, Principal Interest
2007 b - S 78,250
2008 85,600 73,625
2009 160,000 68,750
2010 105,000 63,625
2011 110,600 58,250
2012 - 2016 640,000 201,125
2017 - 2019 470,000 36,625

Total 51,520,000 $ 580,250

Revenue Bonds

The District also issued bonds where the government pledges income derived from charges for
services to pay debt service, The original amount of revenue bonds issued in prior years to
finance construction projects io both expand existing wastewater treatment facilities and
construct additional facilities was $2,000,000, of which $1,185,000 with interest rates of 5% is
outstanding at June 30, 2006,

Revenue bond debt service requirements to maturity are as follows:

Year ending June 30, Principal Interest
2007 5 60,000 $ 54,250
2008 65,000 56,250
2009 65,000 53,060
2010 70,000 45,750
2611 75,000 46,250
2012 - 2616 425,000 146,500
2017 - 2021 425,000 80,500

Total $ 1,185,000 $ 491,500
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Neote G.

Note H.

Note I.

Note J.

Long-Term Obligations (continued)
Changes in Long-Term Obligations

Long-term obligation activity for the year ended June 30, 2006 was as follows:

Beginning Ending Pue
Balance Balance Within

July 1, 2005  Additions Reductions June 30,2006 One Year

Bonds payable:

General obligation

bonds 51,610,000 s - 3 (90,000) $ 1,520,000 % -
Revenue bonds 1,240,000 - ) {55,000} 1,185,006 60,000
Total bonds payable  $2850000 § - $ (1450000 § 2,705,000 § 60,000

Accrued Interest Pavable

Interest payable at June 30, 2006 consists of interest accrued on the State Water Resources
Control Board note of $46,876.

Related Party Transactions

The District 18 special district under the Board of Supervisors, and as such, has the same board
members as the County of Sonoma.

The District 15 managed by the Water Agency, which provides administration, engineering,
operational, and maintenance services. The District does not incur any payroll expenses. The
Water Agency allocates overhead costs to the District via the use of a 65% overhead rate
charged on labor applicable to the District. The overhead rate is reviewed annually by
management to defermine its effectiveness. The District paid $1,546,648 1o the Water Agency
for administrative support during the year ended June 3G, 2006,

Commitments and Contingencies
Commitments

The District has active construction projects as of June 30, 2006, The projects include
expansion and/or improvements of several wastewater treatment facilities. At year end, the
District's commitments 1o construction projects included $3,308,235 amounts spent to date
with remaining commitments of 3432,445 for expansion.

The balances spent to date include both internal expenses and expenses paid to outside
contractors, The remamning commitment balances relate to commiiments with outside
contractors only.

Db
Lo
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Note J.

Commitments and Contingencies (continued)
Commitments {continued)

The commitments for wastewater treatment facilities are being financed by revenue bonds
secured by wastewater revenues and by net assets.

Risk Management

The District is covered by the County's self-insurance program, which is accounted for in the
County's Risk Management Internal Service Fund. The District is covered under this program
for general hability, auio liability, public employees performance/dishonesty and property
insurance.

The County maintains a self-insured retention of $1,000,000 per oceurrence for general and
automobile hability, Excess lability coverage is mainiained through participation m the
California State Association of Counties, Excess Insurance Authority ("CSAC-ETA") and Excess
Liability Program. Limits of this coverage are $135,000,000.

The County also maintains public emplovee faithful performance/employee dishonesty
coverage through a joint-purchase program provided by National Unmion Fire Insurance
Company and administered by CSAC-EIA with limits of 35,000,000 and a $25,000 deductible.

The County maintains "All Risk” property insurance including flood and carthquake through
participation in the CSAC-EIA property insurance programi. Limits of coverage are
§200,000,000 per occurrence including flood and $50,000,000 per occwrence for earthquake.
Deductibies for most perils are $30,000 per occurrence, with flood at $200,000 per county per
occurrence and earthquake at 5% of total insured values per unit, per occurrence, subject to a
$500,000 minimum per occurrence. For losses within the deductible, the County maintains &
deductible self-insured pool for losses in excess of $5,000.

The District pays an annual premium to the County for this insurance coverage. Setiled claims
have not exceeded this coverage for any of the past four fiscal years.

Pending Litigarion, Claims, and Tnvestigation

in September 2004, the Water Agency received a revised 60-day notice letter from Northermn
California River Walch ("River Watch”) providing notification that River Waich intended to
file a citizen's suit action against the Water Agency and the County for violation of Clean
Water Act permif requirements at treatment {acilities including the District, Occidental County
Sanitation District and Sonoma Valley County Sanitation District. In fall 2003, River Waich
amended its 60-day notice letter to address only the Sonoma Valley County Sanitation Pistrict
facility and filed suit in late 2003, In spring 2006, River Watch issued a 60-day notice
addressing the District facility and f{iled suit shortly thercalier, Legal challenges to the Sonoma
Valley case have been made. The parties are attempting to resolve the iitigation and reach
settlement. Substantial costs may be incurred by the Water Agency or the Disiriet in
connection with future proceedings based on the claims of viclations of the Clean Water Act
alleged by River Watch, or in connection with a settlement of any such claims, Costs may
include penalties, attormneys’ fees, court costs and costs associaled with physical improvements
determined to be necessary to comply with the Clean Water Act. Although settlement of the
claims may be close at hand, it is too early as this time to determine the amount of these costs
or the source of funds.
26
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Note J.

Note K.

Commitments and Contingencies (continued)
Pending Litigation, Claims, and Investigation (continued)

In fune 2003, the NC Regional Board issued an Administrative Civil Liability (ACL} order to
the District and Water Agency for violations of effiuent Hmitations that occurred during
periods of discharge to receiving waters from January 2000 through August 2G04, The District
and the Water Agency were assessed a mandatory penalty of $63,000 pursuant to the ACL.
The majority of this penalty ($60.400) is eligible to be permanently suspended if the executive
officer of the NC Regional Board determines that reasonable progress is being made (and
reported) ioward completion of a compliance project and the suspended amount is spent
toward completion of the compliance project within five vears from the date of the ACL,
Annual reports are submitted 1o the NC Regional Board to report progress on the selected
compliance preject, which is in progress.

Other Regulatory Matters

The Distriet is subject to Section VH of the Endangered Species Act. Section VII requires that
all affected agencies, including the District, consult with fish and wildlife officials before
performing any work which might disrupt or harm any endangered or threatened species or
their habitat. This Act increases the possibility of threatened litigation from wvarious
environmental groups and individuals. The District is also subject to Section X of the
Endangered Species Act which deals with habitat conservation planning.

Recent Governmental Accounting Standards

The Governmental Accounting Standard Board ("GASB") has released the following new
standards:

Statement No. 43, Financial Reporting for Postemplovment Benefit (OPEB) Plans Other than
Pension Plans 1ssued in April 2004, This Statement establishes uniform financial reporting
standards for OPEB plans focusing on reporting current financial mformation about plan net
assets held in trust for OPEB and financial activities related to the administration of the trust.
GASB No. 43 s effective for financial statements for years beginning afler December 135,
2006.

Benefit Other than Pension issued in June 2004 This Statement establishes standards for the
measurement, recognition, and display of Postemployment Benefits expense/expenditures and
related  liabilities (assets), note disclosures, and, if applicable, required supplementary
information (RS in the financial reports of state and local governmental emplovers. GASB
No. 45 is effective for financial statements for years beginning afler December 15, 2007,

The mmpact on the financial statements of the District of these pronouncements which have
been issued, but not yet adopted, is unknown at this iime.
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Independent Auditors' Report on Internal Control
and on Comphlance and Other Matters Over
Financial Reporting Based on Audit of Financial
Statements Performed in Accordance with
Government Auditing Standards

County of Sonoma Board of Supervisors
Russian River County Sanitation District
Santa Rosa, California

We have audited the basic financial statements of the Ruossian River County Sanitation District {the
"Iistrict”), a component unit of the County of Sonoma, as of and for the year ended June 30, 20006, and have
tssued our report thercon dated September 15, 2006, We conducted our audit in accordance with auditing
standards generally accepted in the United States of America and the standards applicabte to financial audits
contained in Government Auditing Stendards, issued by the Comptrolier General of the United States.

Internal Control Over Financial Reporting

In pianning and performing our audif, we considered the District's internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
basic financial statements and not to provide assurance on the internal control over financial reporting.
Our consideration of the internal control over financial reporting would not necessarily disclose all matters
in the internal control over financial reporting that might be material weaknesses. A material weakness is a
reportable condition in which the design or operation of one or more of the internal control components does
not reduce to a relatively low level the risk that misstatements caused by crror or fraud in amounts that
would be material in refation to the financial statements being audited may occur and not be detected within
a timely period by employees in the normal course of performing their assigned functions. We noted no
matters involving the internal control over financial reporting and its operations that we consider fo be
material weaknesses.

As part of oblaining reasonable assurance about whether the District's financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination ol financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The results
of our tests disclosed no instances of noncompliance or other matters that are required 1o be reported under
Government Awditing Standards.

This report s intended for the information of the District's management, Board of Supervisors of the County

of Sonoma, and federal awarding agencies and pass-through entities and is not intended to be and should not
be used by anyone other than those specified parties.

Santa Rosa, California
September 13, 20006
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Section 1. Summary of Auditors’ Results
Financial Statements
Type of auditors' report issued: ungualified

Internal control over financial reporting:

Material weaknesses identified ves X no
Reportable conditions identified not considered

10 be material weaknesses none reported

Noncompliance material to financial statements noted yes X no

Section 1. Financial Statement Findings
There were no observations noted in last year's report that require current year resolution.

There were no observations noted tn the current year's audit,

29



